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Content 


Dr. James Tobin, an emeritus professor of economics at Yale University who was a top adviser in the 
Kennedy Administration and won the Nobel Prize in economics in 1981, died on Monday. He was 84. 

1- Eyes-only memos show who done it 

In Buenos Aires, the Paris of Latin America, police gunned down two dozen Argentines in December after 
they chose to face bullets rather than starvation. The nation's currency had crumbled and unemployment had 
shot up from a grim 16 percent to millions more than the collapsing government could measure. The 
economy had been murdered in cold blood. Who done it? The killers left fingerprints all over the warm 
corpse. 

2- Porto Alegre Significance 

The next Conference of “Another World is Possible” (AWIP) will take place at Porto Alegre once again, some 
time early 2003. It would be yet another edition of the present capitalist world, since many things can 
happen between now and then. We hope PAIII will move a step beyond PAI. 

3- WTO Tidbits 

Mike Moore is to chair the Trade Negotiation Committee until September, certain of the requirements of 
developing countries having been met in return for their approval. China lodges a complaint with the WTO 
against the EU; the US threatens China as well as the EU over their GMO rulings. 

4- How to explain the Argentina economical situation to children 

| have 10 green marbles and | lend them to Little Joe, who lives in my block and has a large house with a 
place to keep the marbles so that they don't get lost. Little J oe's Mom decides that we small children may not 
play with the green marbles and exchanges them for brown ones. In agreement with the official ratings of 
the marbles she gives me 14 brown marbles. 

5- On the feasibility of a Currency Transaction Tax 

On February 20th the study “On the feasibility of a Currency Transaction Tax”, written by Paul B. Spahn and 
commissioned by the German Ministry for Development, was published. The study gives new impulses to the 
discussion on the regulation of finance markets. At the time of writing, the study only exists in German. An 
English translation should be ready for the UN “Finance for Development” Conference. 


Eyes-only memos show who done it A "Technical Memorandum of Understanding," 
dated September 5, 2000, was signed by Pedro 
by Greg Palast Pou, president of Argentina's Central Bank for 
transmission to Horst Kohler, managing director of 
In Buenos Aires, the Paris of Latin America, police the International Monetary Fund. | received a 
gunned down two dozen Argentines in December complete copy of the inside report from. . . let's 
after they chose to face bullets rather than just say the envelope lacked a return address. 
starvation. The nation's currency had crumbled 
and unemployment had shot up from a grim 16 The "understanding" required Argentina to cut the 
percent to millions more than the collapsing could government budget deficit from $5.3 billion in 
measure. The economy had been murdered in cold 2000 to $4.1 billion in 2001. Think about that. 
blood. Eighteen months ago, when the "understanding" 
was drafted, Argentina was already on the cliff- 
Who done it? The killers left fingerprints all over edge of a depression. One in six workers were 
the warm corpse. unemployed. Even the half-baked economists at 


the IMF should have known that holding back 
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government spending in a contracting economy 
would be like turning off the engines of an 
airplane in stall. 


The IMF is never wrong without being cruel as 
well. Under the boldface heading, "Improving the 
Conditions of the Poor," the agency directed 
Argentina to cut 20 percent from $200 monthly 
salaries paid under an emergency employment 
program. The "understanding" also promised a 12 
to 15 percent cut in civil servant salaries and a 
pension "rationalization" (IMF-speak for a 13 
percent cut in payments to the elderly). 


Salted in the IMF plans for pensioners and the 
poor were economic forecasts bordering on the 
delusional. The report projected that, once 
Argentina snuffed consumer spending, somehow 
the nation's economic production would leap by 
3.7 percent and unemployment would fall. 


It didn't. The IMF plan kneecapped industrial 
production, which fell 25 percent in the first 
quarter of last year before keeling over completely 
to interest rates that by summer were running up 
to 90 percent on dollar-denominated earnings. 


ANOTHER ENVELOPE that walked onto my desk 
contained the memorandum for Argentina's 
"Country Assistance Plan" for the next four years. 
The June 25 document, signed by World Bank 
President James Wolfensohn, included a warning 
that recipients must use it "only in the 
performance of their official duties." 


My duty as a reporter is to tell you that the plan 
amounts to a breathtaking mix of cruelty and 
Titanic-sized self-deception. With the economy 
already in its death spiral, Wolfensohn claimed 
that "despite the setbacks, the goals set out in the 
last [year's] report remain valid and the strategy 
appropriate." The IMF plan, cooked up with the 
World Bank, would "greatly improve the outlook 
for the remainder of 2001 and for 2002, with 
growth expected to recover in the later half of 
2001." 


In this eyes-only document, the World Bank 
president expressed particular pride that 
Argentina's government had made “a $3 billion cut 
in primary expenditures accommodating the 
increase in interest obligations." In other words, 
the government gouged spending on domestic 
needs to pay interest to creditors, mostly foreign 
banks. 
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Crisis, indeed, has its bright side, as Wolfensohn 
crowed to his banker readers: "A major advance 
was made to eliminate outdated labor contracts." 
And "labor costs" had fallen due to "labor market 
flexibility induced by the de facto liberalization of 
the market via increased informality." Translation: 
Workers lost unionized jobs and turned to selling 
trinkets in the street. 


What on Earth would lure Argentina into 
embracing this program? The bait was a $20 
billion emergency loan package and "stand-by" 
credit from the IMF, the World Bank and their 
commercial bank partners. But there is less to this 
generosity than meets the eye. The 
"understanding" assumed Argentina would 
continue its "Convertibility Plan," a 1991 policy 
that pegged the peso, the nation's currency, to 
the Yankee dollar at an exchange rate of one-to- 
one. The currency peg hadn't come cheap: 
Foreign banks working with the IMF _ had 
demanded that Argentina pay a whopping 16 
percent risk premium above U.S. Treasury lending 
rates for the dollars needed to back the scheme. 


Now do the math. When Wolfensohn wrote his 
memo, Argentina owed $128 billion in debt. 
Normal interest plus the premium amounted to 
$27 billion a year. In other words, Argentina's 
people didn't net one penny from the $20 billion in 
"bailout" loans. The debt grew, but none of the 
money escaped New York, where it lingered to pay 
interest to U.S. creditors holding the bonds. 


The creditors range from big fish, led by New 
York-based Citibank, to little biters such as Steve 
Hanke, president of Toronto Trust Argentina, an 
“emerging market" fund. Hanke's outfit loaded up 
100 percent on Argentine bonds during a 1995 
currency panic. Cry not for Steve, Argentina. His 
79.25 percent profit that year put his fund at the 
top of the speculators' league. Players call it 
"vulture investing": betting on the failure of the 
IMF policies. 


In his day job as a Johns Hopkins University 
economics professor, Hanke freely offers a cure 
for Argentina's woes. The advice would put him 
out of business: "Abolish the IMF," he told me. 


And, Hanke advised, abolish the one-for-one 
exchange rate. The currency peg forced Argentina 
to beg and borrow a steady supply of dollars to 
back each peso, and this became the rationale for 
the IMF and World Bank to let loose in the pampas 
their Four Horsemen’ of neoliberal policy: 
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liberalized financial markets, reduced government, 
privatization and free trade. 


The "liberalizing" means allowing capital to flow 
freely across national borders. Capital has indeed 
flowed freely. Last year, Argentina's elite dumped 
its pesos for dollars and sent the hard loot to 
investment havens abroad, bleeding as much as 
$750 million a day from the country. 


Once upon a time, government-owned national 
and provincial banks supported their nation's 
debts. But in the mid-1990s, President Carlos Saul 
Menem's government sold these off to foreign 
operators such as Citibank and Boston-based Fleet 
Bank. Former World Bank advisor Charles 
Calomiris told me these bank privatizations were a 
"really wonderful story." Wonderful for whom? 
With the foreign-owned banks unwilling to repay 
Argentine depositors, the government froze 
savings accounts December 3, effectively seizing 
money from the middle class to pay off the foreign 
creditors. 


To keep the foreign creditors smiling, the IMF 
"understanding" also required "reform of the 
revenue sharing system." This is the kinder, 
gentler way of stating that the U.S. banks would 
be paid by siphoning off tax receipts that the 
provinces had earmarked for education and other 
public services. The "understanding" also found 
cash in "reforming" (cutting from) the nation's 
health insurance system. 


And when cuts aren't enough to pay creditors, one 
can always sell "grandma's jewels," as Argentines 
describe the privatizations. The government sold 
much of the nation's water system in 1995 to 
Vivendi Universal. The French conglomerate 
promptly cut staff and raised prices, including 400 
percent hikes in some areas. In his confidential 
memo, the World Bank's Wolfensohn sighs, 
"Almost all major utilities have been privatized," 
so now there's really nothing left to sell. 


The coup de grace, spelled out in the 
"understanding," was the imposition of "an open 
trade policy." This pushed Argentina's exporters 
(with their products priced in U.S. dollars, via the 
peg) into a pathetic, losing competition against 
Brazilian goods priced in that nation's devalued 
currency. 


Have the World Bank and IMF learned from their 
errors? They learn the way a pig learns to sing: It 
can't, it won't and, if it tries, the resulting noise is 
unbearable. On January 9, with the Argentine 


page 3(3) 


capital in flames, IMF Deputy Managing Director 
Anne Krueger ordered the country's new 
president, Eduardo Duhalde, to cut still deeper 
into. government expenditures. Interestingly, 
President George W. Bush backed the IMF budget- 
cutting advice-the same week he demanded that 
the U.S. Congress adopt a $50 billion scheme to 
spend the United States out of recession. 


WOLFENSOHN'S MEMO summed up the program: 
All Argentina needed to do was "reduce the cost of 
production," a step that required only a "flexible 
workforce." Translation: further cuts in pensions 
and wages or, better yet, no wages at all. To the 
dismay of Argentina's elite, however, the worker 
bees proved inflexibly obstinate in agreeing to 
their impoverishment. 


One such worker, Anibal Verén, a 37-year-old 
father of five, lost his job as a bus driver from a 
company that owed him nine months' pay. Verdén 
joined unemployed Argentines, known’ as 
"piqueteros," who block roads. In November 2000, 
while clearing a blockade, the military police killed 
him with a bullet to the head. 


Yet globalization boosters portray resistance to the 
New World Order as a lark of pampered, naive, 
western youths curing their ennui by "indulging in 
protest," as British Prime Minister Tony Blair put 
it. The U.S. and European media play to this 
theme, focusing on protests in Seattle and Genoa, 
while burying news of general strikes honored by 
millions of Argentine workers. The July 20 killing 
of Genoa protester Carlo Giuliani made front 
pages across the United States and Europe. But 
these newspapers ignored Ver6én's death and the 
June 17 killings of Argentine protesters Carlos 
Santillan, 27, and Oscar Barrios, 17, gunned down 
by police in a churchyard in General Mosconi, a 
northern town. Only in December, when Argentina 
failed to make an interest payment on foreign- 
held debt, did the Euro-American press report a 
"crisis." 


To implement their "reforms," the IMF and World 
Bank work with locals such as Domingo Cavallo, 
who resigned as economy minister in December 
after mass protests. Argentines remember him as 
head of the nation's Central Bank during the 
1976-1983 military dictatorship. 


Mindful of that era, the Buenos Aires-based Peace 
and Justice Service (SERPAJ) is documenting 
cases in which police tortured northern protesters. 
SERPAJ leader Adolfo Pérez Esquivel, who won the 
Nobel Peace Prize in 1980, told me his group has 
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filed a formal complaint charging police with 
recruiting children as young as age 5 as informers 
for paramilitary squads. He compared the 
operation to the Hitler Youth, the organization that 
trained German boys in Nazi principles. Pérez 
Esquivel, who last year led protests against the 
proposed Free Trade Agreement of the Americas, 
says economic "liberalization" and __ political 
repression go hand in hand. 


More information on this topic can be found in 
Greg's latest books, The Best Democracy Money 
Can Buy and Democracy and Regulation, both of 
which will be published in April 


Greg Palast is an investigative journalist who 
writes a column called "Inside Corporate America" 
for the Observer, Britain's most respected Sunday 
newspaper. View all of Greg's columns at 
http://www. gregpalast.com 


Porto Alegre significance 


SEATINI’S COMMENT: THE SIGNIFICANCE OF 
PORTO ALEGRE II 


Seatini Bulletin Vol V - n°3 
Southern and Eastern African Trade, Information 
and Negotiations Initiative 


At the end of Porto Alegre | (PAI), 25 to 30 
January 2001, this Bulletin carried an editorial on 
its significance. Its significance lay in the fact that 
it was the beginning of the Peoples’ movement to 
affirming “Another World is Possible!” The global 
ruling circles (governments and corporations and 
their media) tried to malign the actions of the 
people as those of “anarchists” and “Luddites”. 
But they failed. And we now have the Second 
Porto Alegre (PAII) Conference from 1 to 5 
February, 2002, that ran in parallel with the 
“Davos” conference that took place this time in 
the city of New York. PAI had about 10,000 
participants. PAI] had 53,400 including 22,000 
women and 11,600 young people. They came 
from 4909 organisations from all over the world, 
with a fair representation from Africa too. 


The global establishment tried to brush aside PAI, 
but they could not ignore PAII. In fact, the British 
weekly, the Economist lamented that there were 
more Ministers from France attending the Porto 
Alegre meeting than the Davos meeting in New 
York. As Gandhi told us: first they ignore you, 
then they laugh at you, then they fight you, then 
you win. PAI! could not be ignored or laughed at; 
so they decided to join it. 
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As its first meeting, PAl symbolised a gesture of 
defiance and challenge to the few hundred richest 
and most powerful men and women who were 
meeting in Davos. It came at the end of a global 
process of successful resistance against the forces 
of neo-liberal globalization - such as the struggle 
against the Multilateral Agreement on Investments 
(MAI), and the World Trade Organisation (WTO)’s 
conference in Seattle where’ the _ forces 
manipulating for a new round were defeated. PAI| 
took place in a different context, in a different 
environment. Among the major happenings that 
took place between PAI and PAII were: the 
bombing of the Twin Towers and the Pentagon on 
11 September 2001, the massive retaliation 
against Afghanistan, the Fourth Conference of the 
WTO in Doha in November, 2001 at which they 
agreed to the possibility of negotiations for a new 
round, the collapse of the economy and society in 
Argentina, and the Enron affair that exposed the 
murky entrails of capitalism and its creeping 
decay. 


So what changed between PAI and PAII? Doha 
was certainly a loss for the peoples’ movement, 
and for the countries of the South. Despite their 
heroic efforts to stem the tide of a “new round” of 
trade negotiations, the big powers finally got their 
way. The organs of civil society were more or less 
kept out of Doha, and so their impact was 
nowhere near what it was at Seattle, and then at 
Genoa and Gothenburg. The big powers and the 
WTO Secretariat — skillfully manipulated the 
processes before and at Doha, and the smaller 
countries were practically coerced to accept the 
possibility of a new round of negotiations starting 
with the next conference of the WTO. 


The event of 11 September shook the world and 
shocked America. It is arguable as to which of the 
two consequences was worse for the people - the 
bombing of Afghanistan and the subsequent 
momentum against “terrorism” wherever it may 
surface in any other part of the globe, or the 
erosion of the rights and freedoms of the peoples 
of the world, including those of the USA, in favour 
of measures to ensure an illusory security for 
them. In the USA alone, more than 100 bills have 
been introduced into Congress on the question of 
“homeland security”. The American people, it 
would seem, prefer security to freedom and 
welfare. The Congress doled out $15 billion to the 
airline industry in the wake of the 11 September 
event, whereas social issues such aS emergency 
health care took a back seat. Following American 
example, over 50 countries in the world 


4 


attac 


introduced legislation, often draconian, to curtail 
the liberties of the people in the name of fighting 
terrorism. In Britain, Blair's extraordinary 
reaction to curb peoples’ liberties met with stiff 
resistance from the people and the liberal media. 


The bankruptcy of Enron, the erst-while energy- 
trading giant that has close links with the Bush 
administration was a shock of no_ lesser 
significance than the September 11 event. It 
exposed the hollowness of the capitalist system - 
the very custodians of business propriety, the 
auditors that certify the correctness of accounts, 
were found to be corrupt themselves. Then came 
the collapse of the economy of Argentina, a 
country that was flagged by the IMF as a “model” 
of development. With Argentina’s collapse came 
the loss of any credibility that the Bretton Woods 
institutions have about their Structural Adjustment 
inspired models of development. 


So it was under these circumstances that PAII 
took place. The events of the last twelve months 
since PAI more than justify the efforts started with 
PAI to think concretely of how “Another World” is 
not only desirable but also possible. This world 
does not have to offer a single alternative to the 
failing capitalist order. Against Margaret 
Thatcher’s TINA (There is No Alternative), the 
peoples of the world that met at Porto Alegre 
suggested in the over four hundred seminars and 
workshops’ that There are Hundreds _ of 
Alternatives (TAHA). No more should the people 
of the world subject themselves to a 
homogenizing, universalizing, “one order” model 
for all that the Capitalist order seeks to impose on 
the nations of the world. 


The next Conference of “Another World is 
Possible” (AWIP) will take place at Porto Alegre 
once again, some time early 2003. It would be 
yet another edition of the present capitalist world, 
since many things can happen between now and 
then. We hope PAIII will move a step beyond 
PAI]. It is necessary and important to get more 
detailed analysis of the experiences of countries 
outside of Latin America (especially Asia and 
Africa) so that PAIII presents a more 
comprehensive and global experience than the 
previous two Conferences, remarkable in what 
they have been able to achieve, have been. 


Produced by the International South Group 
Network (ISGN) Director and Editor: Y. Tandon; 
Advisor on SEATINI: B. L. Das 

Editorial Assistance: Helene Bank, Rosalina Muroyi 
and Raj Patel 
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For more information and subscriptions, contact 
SEATINI, Takura House, 67-69 Union Avenue, 
Harare, Zimbabwe, Tel: +263 4 792681, Ext. 255 
& 276, Tel/Fax: +263 4 251648, Fax: +263 4 
728695, email: seatini.zw@undp.org, Website: 
www.seatini.org 

Material from this bulletin may be freely cited, 
subject to proper attribution. 


WTO Tidbits 


By the Attac work group on International Treaties, 
Marseilles 


1)Mike Moore is nominated chairman of the Trade 
Negotiation Committee. 


The group of developing countries, including 
China, were opposed to Moore's nomination to this 
post, but changed their minds when it was made 
clear that measures would be adopted to ensure 
supervision of member states during the 
negotiating process. Mr Moore will therefore chair 
the negotiations until September 1st, at which 
date he will leave the chair to the next Director 
general of the WTO, Supachai Panitchpakdi from 
Thailand. He will continue to chair the TNC until 
January 1st 2005, although this succession 
"should not create a precedent". 


The developing countries (China, Pakistan and 
other members of the group from Africa and 
elsewhere), which have been endeavouring to 
bring more transparency into the negotiating 
process, have succeeded in including in the text of 
agreement the assurance that the regular reports 
sent by the chairpersons of negotiating groups to 
the supervisory organisms must "reflect the 
consensus, or in its absence, the different 
positions adopted on the subject." Egypt has 
brought to a successful conclusion a lobbying 
mission designed to include in the text the 
undertaking that only one group can meet at any 
one time, so as to facilitate participation by the 
smallest delegations. 


One of the proposals of S. Harbinger, Chairman of 
the General Council, following the mandate of the 
Ministerial Conference, indicates that the demands 
concerning the implementation of existing 
agreements subject to special negotiations will be 
included with the others in the agenda for 
negotiation ("according to the clauses. of 
paragraph 12 of the Doha Declaration and to the 
November 14th Decision on subjects linked to 
implementation"). 
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Harbinger's proposals also reflect the need, 
expressed by Pakistan, to give priority to the 
Special and Differentiated Treatment issues, in 
view of their importance for developing countries 
(in conformity with Art. 50 of the Declaration). 


The negotiations will go forward at special 
sessions of the existing groups (Agriculture, 
Services, Dispute Settlement, Intellectual Property 
Rights). Two new groups will be formed (on 
Market Access and Rulings).. 


The negotiations in the Special Sessions of the 
Trade & Environment Committee should upgrade 
the status of this committee, whose role to date 
has been confined to making recommendations. 


These negotiating groups will nominate 
chairpersons who will retain their position until the 
5th Conference, planned for 2003 in Mexico, when 
all nominations will be reviewed. 


Countries like India and Brazil don't think 
negotiations will get seriusly underway until mid- 
March. 


2)China lodges a complaint with the WTO against 
the EU (24/01/02) 


This is the first complaint by China against the EU 
since this country entered the WTO last 
December. It concerns honey, shrimps and other 
Chinese food products, which are claimed to 
contain forbidden antibiotics. 


WTO rules allow for the prohibition of food 
products for reasons of public health. But the 
problem raised by this case is to know whether 
the EU did or did not give China sufficient time to 
deal with this problem after its detection. 


Both parties are firmly resolved to find a friendly 
solution to the problem. A joint committee of 
enquiry is to examine public health problems and 
set up an early warning system so as to avoid 
identical situations arising in the future. The EU 
trade deficit with China amounts to 40 billion 
dollars, larger deficit than with any of its other 
partners. 


3)The US threatens China over GMO import 
rulings 


As is already the case with Europe, R. Zoellick 
threatens China if it puts into application the 
rulings on GMO imports which are due to take 
effect from March 20th. 
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How to explain the Argentina 
economical situation to children 


By Billy 
Translation: 
translators 


coorditrad@attac. org volunteer 





| have 10 green marbles and | lend them to Little 
Joe, who lives in my block and has a large house 
with a place to keep the marbles so that they 
don't get lost. Little Joe's Mom decides that we 
small children may not play with the green 
marbles and exchanges them for brown ones. In 
agreement with the official ratings of the marbles 
she gives me 14 brown marbles. My Mom tells me 
that in order to be able play with the kids of other 
blocks, | need green marbles, so that we go 
together to the friendly booth man to exchange 
them. 


In agreement with the booth man marbles 
change, he says he would give me 7 green 
marbles. 


We get back to Little Joe's house (with Mummy, 
because if | go alone, | seem half-dead) and | tell 
him to stop it and to give me back my green 
marbles. He says he can't, because he lent them 
to other children in the block. These children thus 
received 10 green marbles, but Little Joe's 
Granny, who is quite nice and loves all the block's 
children, specially the poorest ones, says the kids 
have to give back an equal quantity of brown 
marbles , that is a total of 10 brown marbles. 


The other children of the block, go to the booth 
with greedy faces and sell MY 10 green marbles, 
receive 17 brown ones, give 10 to Little Joe's 
Mom, and they go show the 7 marbles that they 
won to the block's girls. 


I'm sad when | go back to the booth with my 
Mummy and | get back with only 7 green marbles, 
weeping on my way over the 3 that | lost by 
lending them to my friend Little J oe. 


The booth man, quietly sitting, received 10 green 
marbles and 14 brown ones, giving back 17 brown 
marbles and 7 green ones. Summing up, he 
delivered 3 brown marbles and got 3 green ones. 


My doubts are these: 
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- Why the hell had Little Joe's Mom to get into 
this first, and even more the Granny? 


- If they gave back 10 brown marbles to Little 
Joe's Mom and she now gives me 14, where the 
hell did she took the 4 others? 


- What | believe is that the Granny gave them, 
but... where did she found the money to buy 
these four? 


- The boys win 7 brown marbles without doing 
anything for it! 


- Thanks to some trick, the booth man 
transformed 3 brown marbles into green ones. He 
must be an alchemist! 


- | lost 3 green marbles. 


- Little Joe's Mom lost (?) 4 brown marbles... or 
did the Granny loose? 


Some months later, the Granny imposes a tax to 
recuperate 4 brown marbles, and with these, she 
covers the loan she made to Little Joe's Mom, but 
as the latter is her daughter, she doesn't even ask 
for being reimbursed. Later, | discovered that 
Little Joe's Mom used to go to bed with the booth 
man... 


Conclusion: all win, but me. 
Billy. 


First published in Correo 
informativo@attac. org 


Informatiovo 





On the feasibility of a Currency 
Transaction Tax 


By Peter Waldow and Peter Wahl. WEED 


Comment on Paul B. Spahn’s Study 
“On the feasibility of a Currency Transaction Tax” 


Peter Waldow and Peter Wahl of WEED have 
summarised and comment the results of the 
Spahn study. 


1. Main Message: Currency Transaction Tax is 
feasible 


The main message of the study “On the feasibility 
of a Currency Transaction Tax” (often called the 
“Tobin Tax”) is: 
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1.The Currency Transaction Tax (CTT) makes 
sense from an economics angle in terms of its 
contribution to the stabilisation of exchange rates. 


2.The stabilisation of exchange rates is desirable, 
in particular in the interest of developing 
countries. 


3.The CTT is technically feasible. 


4.The tax could be implemented in one time zone, 
i.e. by the European Union (plus Switzerland). The 
involvement of the Dollar and/or the Yen is not 
required. 


5.For developing countries, transition economies 
and industrialised countries that do not belong to 
the major currencies, the CTT should be 
complemented by a two-tier tax which does not 
only reduce volatility, but also prevents major 
speculation and speculative attacks. 


6.Many arguments against the CTT, for instance 
that it would be easy to circumvent the tax, are 
not valid. 


All in all, the study enriches the discussion and 
provides a useful support for all those, who are 
advocating the implementation of a CTT. 


2. Status of the study and political context 


The study has been written by Paul Bernd Spahn. 
Spahn is a Professor of Finance Theory at the 
University of Frankfurt/M, Germany. In the early 
nineties, he was an advisor of the IMF. 


It was the German Ministry for Development that 
commissioned the study on the occasion of the UN 
“Finance for Development” (FFD) Conference, held 
in Mexico in March 2002. “Commissioned” does 
not imply that the study formally reflects the 
opinion of the Ministry. It is not a document of the 
ministry, and the minister, Mrs. Heidemarie 
Wieczorek-Zeul, has not officially spoken out in 
favour of the tax. 


In order to understand this attitude, one must see 
the political context: 


As the German philosopher Schopenhauer once 
said, a good idea goes through three phases. In 
the first one it is ridiculed as nonsense, in the 
second it is heavily contested, and in the third it is 
implemented. Actually, we have now entered 
phase II and even gained support in governmental 
circles of several countries. For instance, the 
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German deputy minister for foreign affairs, Ludger 
Volmer, has signed an ATTAC and WEED appeal in 
favour of the tax, and foreign minister Fischer’s 
party is supporting the CTT, too. 

On the other hand, the majority of the finance 
community, including the finance ministers of 
almost all G 7 countries, is against the CTT. So is 
the German minister for finance. 


In such a situation, the development minister’s 
openly siding with the CTT advocates is a very 
delicate matter. In this particular case, the 
German finance minister explicitly spoke out 
against the CTT only last December. Furthermore, 
the finance minister considers tax questions as 
part of his own portfolio. If another department is 
dealing with tax issues, this is considered as 
interfering with his affairs. 


On the other hand, the CTT has been on the 
agenda of the FFD process, which falls under the 
competence of the development minister. This is 
the formal legitimisation of the development 
minister to deal with the issue in the first place. 


3. Limits of the study 


Notwithstanding the positive political effect of the 
study, some aspects of Spahn’s text do also 
reflect certain limitations and could be disputed. 
This concerns, for instance, his basic assumption 
that “currency trading” (the so-called hot potato 
trade) is systemically positive, whereas only 
“speculation” would be destabilising. 


Many arguments of Spahn are not new to those 
who are closely following the debate. For instance, 
with regard to technical feasibility, he relies 
almost completely on the work of Rodney Schmidt 
and others. The same applies to most of the 
arguments on tax evasion and others. 


Furthermore, Spahn seems to feel the need to 
repeatedly demonstrate that he is keeping a 
distance from the civil society movement, which is 
critical of neoliberal globalisation. For instance, 
Spahn is afraid of an alleged position which would 
use the CTT to “change the system”, i.e. to 
overthrow capitalism. Irrespective of whether this 
is tactically motivated or expresses his real 
conviction, it is a caricature. Whatever his 
intentions are, nobody would assume that a tax 
could have such an enormous potential. 


4. Developing countries dimensions 
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One of the main strengths of the study consists in 
its special focus on effects of a CTT on developing 
countries. 


a. Preventing speculative attacks 


At the centre of Spahns considerations is the 
concept of a two tier tax, the “exchange rate 
normalisation duty” (ERND). This is a proposal he 
already made in the nineties that some call the 
“Spahn Tax”. The ERND would be based on the 
normal CTT, with a very low or even zero rate for 
“normal” exchange rate volatility. As long as 
volatility does not exceed the limits of a previously 
defined corridor, the ERND stays be dormant. It is 
automatically activated whenever speculative 
attacks occur, as such attacks are usually 
reflected by considerable changes in currency 
prices. With a prohibitive tax levied on the 
currency volume that is outside the corridor, and 
an automatic adjustment of the tax rate to the 
degree of volatility, transaction costs would raise 
to such an extent that the market would smooth 
out and stabilise. 


The ERND should be implemented unilaterally by 
developing countries, emerging markets and 
developed countries that are not within a major 
currency zone. The main purpose of the ERND is 
to reduce the externalities of the international 
financial markets (e.g. fundamental speculation) 
affecting national economies. 


A further advantage for developing countries is 
the possibility to independently modify the 
corridor and the tax rate according to a country’s 
own socio- economical priorities. 


b. The ERND as tool for redistribution between 
North and South 


The volatility of currency prices is not only a 
matter of stability. The dominance of strong 
currencies over weaker currencies has a 
distributive dimension between developed and 
developing countries if it is not only flows to the 
South but financial stocks in the developing 
countries that are considered, too. Spahn argues 
that this is “one of the most important 
asymmetries between developed and developing 
countries in times of globalisation”. On the one 
hand the central banks of the strong currencies, 
such as the FED or the European Central Bank, 
would be largely independent of exchange rates in 
their activities. On the other hand, the central 
banks of developing countries are continuously 
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obliged to stabilise their currencies by paying hard 
earned foreign currency. This mechanism leads to 
a permanent capital shift out of these countries 
that is much higher than the ODA they get. 
Moreover, there is no way out for the developing 
countries but to make new debts if their central 
banks are running out of hard currencies. 


A stable currency market is therefore a key 
condition for successful development and plays a 
role in the prevention of unproductive 
indebtedness. The ERND would - in this context - 
not only function as tool for stabilising, but also 
for strengthening the central banks of Southern 
economies that are confronted with currency 
speculation. 


Furthermore, the tax would generate new financial 
means in times of speculation instead of leading 
into bankruptcy, as is the case now. 


c. The ERND attracts capital flows 


In addition, Spahn is convinced that the CTT and 
ERND have no negative effect on capital flows to 
developing countries and their further integration 
into the capital markets. Regarding the CTT, the 
trading margin and transaction costs on currency 
markets of “risky” developing countries is already 
high, and a CTT would not even change the 
trading behaviour marginally. Moreover the ERND 
would attract foreign investment by giving 
additional safety and offering the prospect of 
stable prices. 


5. Unilateral implementation in one time zone 


One of the main arguments against the CTT is that 
it only makes sense if it is implemented in all 
countries, or at least by the US, J apan and the EU. 
Spahn argues that the implementation in one time 
Zone would be enough. Thus the implementation 
of the CTT by the European Community together 
with the Swiss Franc would be feasible. 


Of course, the volume of trade with this zone 
would decrease. But this is exactly the regulatory 
effect the CTT is supposed have. Spahn puts the 
revenues from the tax in this time-zone at 17-20 
billion EURO (assuming a tax rate of 0.01% = one 
basic point). 


Spahn does not discuss recent proposals, such as 
the one made by Prof. Huffschmid (university of 
Bremen), which only consider a CTT feasible in the 
Euro-zone. 
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6. Tax rate and type of transactions to be taxed 


Spahn favours a low tax rate of 0.01% (one basic 
point), arguing that if the rate were more, too 
much “liquidity trade” would become unprofitable, 
with the risk of liquidity drying up altogether. 


Furthermore, he says that traders must have the 
opportunity to make a reasonable profit of at least 
one basic point, because they would otherwise roll 
over the tax to their clients. At the end of the 
chain the cost would be much higher than the 
initial tax rate of 0.01%. 


Spahn suggests to taxing all spot transactions as 
well as derivatives such as forward exchange 
transactions and options with a due date within a 
month. 


7. General stabilising effects on currency markets 


An important part of the study consists of an 
analysis of the currency markets. Spahn shows 
that information asymmetries lead to speculative 
transactions. The so-called noise trading in 
particular, where a trader uses irrational measures 
and disregards fundamentals, is a destabilising 
factor. “... noise trading may build bubbles. By 
removing noise trading, a Tobin Tax could - even 
with low tax rates - stabilise financial markets.” 


Spahn assumes furthermore that a CTT increases 
the bid-ask-spread and thus reduces the volume 
of the markets. As a consequence, the maturity of 
financial investments will increase, and the 
markets will slow down and stabilise. 


Given the importance that Spahn attributes to 
liquidity trade, he investigates its effects in detail. 
As a result he finds out that a small tax on 
currency transactions would not affect the market 
too much and that negative incentives of a CTT on 
the volume of liquidity trade “were often 
exaggerated”. Whereas in 1995, the trading 
margins were about four times higher than today, 
the trading volume was only 17% less than last 
year. Therefore, a moderate tax rate would not 
dramatically interfere with the _ international 
currency trade. 


Spahn also remarks that the implications of a CTT 
vary among different markets. Arbitrage in very 
liquid markets, where spreads are less then 0.1 
points, would be more affected than in other 
markets. Therefore, the CTT would generate a 
very interesting side effect: volumes in markets 
with a high concentration of trade would be more 
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reduced. A de-concentration process would be the 
result, countering to a certain extent the trend 
towards concentrating trade on a few banks and 
trading desks. 


8. Prejudices deconstructed 


The political discussion about the Tobin Tax is 
accompanied by a _ considerable amount of 
prejudice. Spahn’s study picks up the main 
prejudices and deconstructs them, in particular 
with regard to technical feasibility, tax evasion, 
legal arguments and the efficiency of a CTT. 


a. Technical feasibility 


While five years ago all traders, bankers and 
finance ministers were arguing that the technical 
implementation of the CTT was too bureaucratic, it 
is clear nowadays that the formalisation and 
computerisation of the markets have made it easy 
to implement the tax. The study even shows that 
there are different possibilities to implement a 
mechanism to tax currency flows. The easiest way 
is to use the international payment and settlement 
systems, while there is also a possibility to tax 
right on the trading desks. With the development 
of the Continuous Link Settlement (CLS), there 
will be an international structure on the currency 
markets in the near future that could play a 
central role by taxing the currency flows. 


b. Legal questions 


Some critics of a CTT have argued that the tax 
affects “free capital movement” and therefore 
would be incompatible with international law. 
However, taxes are an instrument that conforms 
to the market mechanism. No economist would 
doubt this. Spahn refers to a study of a working 
group at the European Parliament that shows that 
the implementation of the tax fully complies with 
the treaties of Maastricht and other international 
treaties. 


Economically, an international tax is even better 
for the markets than conventional monetary 
policy, Spahn says. If monetary policy is 
confronted with a speculative attack, there usually 
is an overreaction. Thus, monetary policy is an 
incentive to speculative behaviour on the markets. 
If market participants expect a bail-out or only a 
significant change in interest rates, they will 
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speculate on it. By contrast, tax policy works as a 
“built-in-stabiliser”, because the (tax) rules are 
fixed in advance and for a long period. This 
provides transparency and secure information for 
all market participants. 


c. Tax evasion 


One of the most frequently used arguments 
against a CTT, says that it will lead to tax evasion 
to offshore centres and/or through financial 
derivatives. Spahn gives some strong arguments 
and expresses his conviction that evasion will be 
minimal. 


In the case of financial derivatives, the danger of 
a substitution of spot transaction through swaps in 
currencies iS not given, because such a 
transaction would generate further hedging and 
thus lead to increasing transaction costs. 
Moreover, some of these transaction would be 
taxed anyway, because Spahn expects: “... such 
evasions will ... fall by the wayside, because they 
are too expensive”. 


What is more important is the argument of 
evasion via Offshore Centres. Spahn deconstructs 
this argument by referring to the fact that evasion 
of trading desks or even whole trading places to 
OFC will cause costs well in excess of the costs of 
a CTT. These costs would derive from new 
infrastructures (buildings, qualified manpower, 
hardware, communication, etc.) in new trading 
places and the loss of synergy in established 
networks or of a monopoly position in the existing 
market places. 


Furthermore, the concentration of currency trade 
in some 20 banks and 5-8 countries will make 
evasion even more unrealistic. Spahn also refers 
to empirical investigation showing that neither a 
tax on financial contracts, nor a stock exchange 
duty in London has led to any evasion. 
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